CHAPTER 1
Introduction and Summary of Findings THIS study originated in the National Bureau's postwar capital market project, as part of the development of quarterly accounts of fund flows through the capital market.' These accounts were developed to serve two general purposes. First, they were to describe the corporate contributions to the flows of funds in the economy as a whole. Second, they were developed to facilitate the analysis of corporate financial and nonfinancial behavior.
The availability of corporate sources and uses of funds data is important for a variety of reasons. Corporations are important participants in the financial markets, and these markets affect other sectors of the economy. The availability of corporate fund-flow data is necessary to develop historical records which, when subjected to a variety of statistical tests, will assist in the development of a more effective analytical understanding of the influence of financial markets upon corporate behavior. In addition, developments in the financial markets help to explain the nonfinancial behavior of corporations; they influence real capital formation by corporations. Finally, the existence of a disaggregated body of, data on corporate sources and uses of funds is an important piece of economic intelligence for those charged with the responsibility of making both public and private policy decisions.
It early became apparent that an understanding of the role of nonfinancial corporations in the financial markets required the availability of industry detail: the major industry groups differ in behavior and in their reactions to financial forces. For example, some industries are
The Measurement of Corporate Sources and Uses of Funds subject to direct and extensive government regulations, while others are not. This results in obvious differences in the character of the demands made upon the financial markets in financing capital formation.
It also became apparent that quarterly data were required because an interval of a year is much too long to observe the dynamic and cyclical forces at work in the financial markets. A quarterly series on corporate sources and uses of funds by major sectors of the corporate universe should be a significant addition to the data available to government officials in the formulation of stabilization policies. The availability of this body of data, particularly on a current basis, will facilitate more effective financial planning by private participants in the financial markets.
Accounts for sources and uses of funds in the corporate universe have become available on a continuing basis only since World War II. There are now two major published estimates: the Federal Reserve Board flow-of-funds data going back to 1939 and the Department of Commerce data beginning in• 1946. The Federal Reserve data do not present the needed industrial detail, but are useful for other purposes and are now available on a quarterly basis. The Department of Commerce corporate accounts do provide some industry but are deficient for our purposes in several other respects. The accounts are designed to tie in with the concepts and data of the Commerce National Income Accounts, not the concepts and data of the flow-of-funds system of the Federal Reserve Board's accounts. The Commerce accounts are consolidated with respect to transactions with the remainder of the economy. This means that, in effect, the accounts record the net contribution of each major industry to selected net accruals and transactions between all corporations taken together and the remainder of the economy. Because the NBER accounts treat corporations in an industry on .a combined basis, they do. not follow the Commerce practice of excluding such available financial information as profits before taxes and intercorporate dividend payments. The NBER flow-of-funds.
corporate accounts present a substantial amount of statistical detail on the financial and other transactions of each major industry of the corporate business sector, and tie in with a larger set of accounts of other transactor groups. Therefore, they may be more useful than the Commerce or Federal Reserve Board accounts in the analysis of financial behavior. By contrast, the Commerce accounts, although-pre-sented in the sources and uses format, do not set out to measure fund flows, possibly because the National Income Accounts are compiled on an accrual rather than the cash-transactions basis used in the flow-offunds accounts.
After the decision was made to develop industry detail on corporate sources and uses of funds both annually and quarterly, our attention was called to John C. Dawson's contemporaneous efforts to estimate similar data on an annual basis for an earlier period.2 With Dawson's cooperation, it proved possible to splice his and the NBER annual series, thereby providing nearly comparable annual data on corporate sources and uses by the same broad industrial groups over the twentyfive year period ending in Dawson did not attempt to measure quarterly flows. To accomplish this, therefore, it was necessary in many instances to locate or tabulate new sources of data or develop new estimating techniques for the corporate universe and for the six subindustry groups. The estimating procedures are described and evaluated in the text and tables that follow.
This study is an experiment designed to provide disaggregated corporate sources and uses of funds data on an annual and quarterly basis. As such, it is intended that the data should fill a gap of serious proportions in our financial statistics. In addition, we have attempted to de.
velop procedures for estimating these data in advance of the availability of Statistics of Income tabulations of corporate balance sheets and income statements. As a result of the experimental nature of the study and the uneven, often primitive, characteristics of the underlying data, components of the accounts have correspondingly uneven accuracy. These shortcomings must be noted in the presentation of the data, if the user is to be critically aware of the accuracy of the estimates, and to facilitate needed improvements in both accuracy and concept. Indeed, much of the ultimate contribution of this study may lie in easing the task of others in raising the levels of accuracy and analytical power of these and related financial data.
Because of the importance of these data to improving economic intelligehce, the accounts reported here should be refined where possible and presented as a part of our regular reporting of financial statistics. It is our hope that the Federal Reserve Board will undertake this task, and incorporate in their flow-of-funds accounts the disaggregated data on corporate sources and uses of funds on an annual and quarterly basis.
Since the complex operations needed to obtain these data involved the use of sources which were subject to frequent revision, it was necessary to establish a cut-off date for incorporating new data. January 1, 1957 was chosen as the cut-off date and revisions published after that are not incorporated in our tables.
Transactions
The major interest in developing sources and uses of funds was to obtain information on corporate activities in the financial markets. Since nonfinancial transactions engaged in by corporations have an important bearing on their financial activity, it is necessary to secure information on both types of transactions. But because the emphasis of the study, "The Market for Corporate Securities and Loans" is on external sources of funds, the nonfinancial transactions were netted out.
Detailed operating flows such as receipts from sales and payments for payroll are, in effect, netted against each other in the derivation of profits before tax.5 The sum of net profits and the book costs of depreciation and bad debt charges shown in our flow-of-funds tables are in principle identical with operating sources less operating uses or, as it is known in flow-of-funds terminology, "the net operating surplus." The neglect of operating flows in our accounts is consistent with the emphasis on the analysis of financial sources of funds and the reciprocal relations between the capital markets and the demand for funds by corporate business.
If the financial transactions were reported on a gross basis, their analytic potential would be increased. For all financial transactions it would be best to show extensions and repayments as well as the net change in outstandings. Unfortunately, such data are currently unavailable for financial transactions other than security issues and retirements; for these, gross data are used. 4 Proposed monograph by Eli Shapiro on the market for corporate securities and loans.
In its publication, Flow of Funds in the United States, 1939 -1953 Reserve Board published the details (Table 11 ), but these have more recently been abandoned (see Federal Reserve Bulletin, August 1959 , p. 1050 .
C overage
Ideally, the accounts should cover the transactions of all private nonfarm nonfinancial corporations organized for profit in the United States and possessions. Most of the data, however, are drawn from or based upon the statistics for selected industrial categories found in Statistics of Income, Part II, published by the Internal Revenue Service. The utilization of this source necessitated the inclusion of some financial corporations in the NBER corporate industrial universe. In terms of the industrial grouping and classification numbers used in Table I of the 1953 edition of Statistics of Income, Part II, these financial corporations include corporate brokers and dealers (247) and credit agencies other than banks (238). The latter category consists largely of finance and mortgage companies. Lack of time and resources precluded the separation of data on credit agencies other than banks from the corporate universe, while lack of data prevented the removal of corporate brokers and dealers from the totals. 6 The financial corporations excluded from the NBER corporate universe and their respective industry classification numbers are: banks and trust companies (235); insurance carriers (249) All agricultural flows are recorded in the farm sector, so that in the NBER accounts corporate farms were removed from the corporate business sector to avoid double counting.
In working with the sources used to derive the final flow data, it was often necessary to adjust the original data to make them conform to the coverage of our corporate universe. These sector coverage adjustments are explained in Chapter 2 and are elaborated in the derivation tables.
Summary of Findings
The tables which comprise the remainder of this chapter constitute a summary of the work accomplished. The tables show the flows in annual form for the 1950-55 period, and in quarterly form, for the 1953-55 period. a See note a, Table 1 . NoTEs: Details may not add to totals because of rounding.
less than ±$S00,000. a See note a, Table 1 . NOTES: Details may not add to totals because of rounding.
less than ±$500,000. a See note a, Table 1 . NOTES: Details may not add to totals because of rounding.
= less than ±$500,000. a See note a, Table 1 . Noms: Details may not add to totals because of rounding. -= less than ± $500,000. K-Other short-term borrowing a See note a, Table 1 . Details may not add to totals because of rounding. -= less than ± $500,000. a See note a, Table 1 . Details may not add to totals because of rounding. -= less than ±$500,000. 
